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16 DOCKET no. W-02062A-09-0466
DOCKET no. W-02062A-09-0515

17

18

IN THE MATTER OF THE APPLICATION
OF SOUTHLAND UTILITIES COMPANY,
INC. FOR AUTHORITY TO INCUR LONG-
TERM DEBT POST-HEARING BRIEF

19 AND
20

21
IN THE MATTER OF THE APPLICATION
OF SOUTHLAND UTILITIES COMPANY,
INC. FOR A RATE INCREASE.22

23

24

25 Southland Utilities Company, Inc. ("Southland" or "Company") hereby Files its

26 post-hearing brief setting forth its final rate schedules and positions on outstanding
27

issues. After reading Staff' s Responsive Brief, the Company understands that the
28

positions of both parties have not changed. In the interest ofjudicial economy, rather

1



1 than repeating the same arguments the Company made in its initial post-hearing brief, the

2

Company incorporates those arguments herein. Nevertheless, in this reply, the Company
3

4 will briefly address certain arguments made by Staff relating to revenue requirement, rate

5 design, working capital, and water testing expense.

6
Revenue Requirement

7

8
In the responsive brief, Staff states more than once that its rate proposal is

9 intended to "minimize the impact to the Company's ratepayers." See id. at p. 3, in. 21 .

10
Staff further suggests that the Company "ignored the effect of the large increase on its

11

rate a ere.
12 P Y

59 See id. at p. 4, in. 16-17. Staff seems to be saying that it is reasonable to

13 deny the Company a return of their investment to protect customers from extremely high

1 4
rates.

15

To be clear, the Company carefully crafted its proposal knowing the customers'
16

17 desire for reasonably priced water and the rate for a typical residential customer is not

18 extremely high. For example, in 2009 the average monthly charge for 7,500 gallons in
19

Arizona was $35.97. 1
2 0

See Attachment 1 (WIFA 2009 Rate Study). The Company's

21 proposal is that a typical resident will pay $35.90 for 5,000 gallons per month. Thus,

22 under the Company's proposal, price conscious customers can limit their costs to less

23
than $36.00 per month by implementing reasonable conservation measures, which the

24

25 Commission encourages.

26

27

28
1 This state average is reduced tremendously by the City of Phoenix's 402,926 customers and the City of Tucson's
223,614 customers who pay less than $20.00 per month for 7,500 gallons of water.

2



1 Rather than comparing the proposed customer costs to what other water users pay

2

today, Staff" s argument makes it appear as though the Company's proposal is extreme by
3

4 focusing on the fact that the rates may increase by l41%. First of all, this is misleading

5 because under the Company's proposal the increase for customers using less than 10,000

gallons per month is approximately 25% less than what Staff proclaims. More
7

6

8 importantly, the reason the rates will increase more than 100% is not because the

9 Company's proposed rates are abnormally high, but because the Company's current rates

10
are abnormally low. The Company's current rates are set on test year 1997 -- nearly 14

11

12 years ago. Customers now pay a $10.00 base rate and $1.33 for a thousand gallons per

13 month. In other words, a customer now spends less than $20.00 for 7,000 gallons per

14 month. Clearly, Staffs argument that the Company's proposed rates are unreasonably
15

16
high is simply not true.

17 With the theory that the Company's rates will be unusually high dispelled, there is

18 no reason for depriving the Company's owners a return 212 their investment or a return gr
19

20
their investment. Again Staff does not dispute that under their proposal, out of the

21 $30,612 that the owners should receive as a return Qftheir investment, the Company

22 owners would get back only $9,338. That means only 30.5% of the previous capital

23
investment will be returned to the investors. This investor loss of 69.5% of their

24

25 investment and no return cannot be justified when the rates are not vastly higher than

26 what the average Arizona water user pays.

27
The Company's proposal balances both the interest of the customers and the

28

Company. The Company's proposed rates enable a typical residential customer to keep

3



1 their water bill under $40.00 through reasonable conservation measures. The Company

2

will receive a return of their investment and will be able to pay the WIFA loan obligation.
3

4 This approach is reasonable and should be adopted.

5 Rate Design

6
The Company believes that the court should recommend the 50% monthly

7

8
minimum rate design and the three tier commodity rates. The Company's rates are being

9 driven by the need to meet its WIFA loan service obligations. This loan payment is fixed

10 and will not increase or decrease depending upon how much water the Company sells.
11

12
Therefore, it is logical to ensure that the revenue stream necessary to pay these fixed

13 costs is also fixed, reliable, and sufficient.

14
More importantly, the Company believes that the three tier system is more

15

appropriate than the four tier system. Staff admits that the purpose behind the four tier
16

17 system is to encourage more customers to use even less water. See Staffs Responsive

18 Brief at p. 6, in. 19-20. While the Company does not object to reasonable conservation
19

designs, the problem with the four tier system is that Staff ignores the logical financial
20

21 consequence of this approach .- people conserving more water means less revenue for the

22 Company. Tr. at p. 69, in. 9-20 (Rowell). The four tier system by design results in less

23
revenue for the Company, and nowhere does Staff dispute this point or explain how this

24

25 revenue shortfall will be addressed.

26 Working Capital

27
The Company recognizes that Staff typically requires Class C water companies to

28

perform a lead/lag study to justify a cash working capital allowance. But this is not a

4



1 typical matter. During the test year, Southland's revenue was only $135,()0(), meaning

2

the Company was a Class D, and is being driven into Class C status primarily due to the
3

4 need for revenue to meet the WIFA loan obligations. As the Colnpany's witness Mrs.

5 Rowell testified, working capital allowance is necessary for small water companies like

6

Southland to remain viable. See Tr. at p. 44, in. 6-17 (Rowell). Thus, the Company
7

8
requests that it is reasonable in this case to apply the working capital formula method.

9 Water Testing Expense

10
All reasonable water quality testing actually preformed during the test year should

12

11

be the basis for establishing ongoing testing expense. There is no question that the

13 Company's testing performed during the test year was reasonable. But Staff is arguing

14 that rates should be set using only the minimum amount of testing and set at the lowest
15

cost available. Still, Staff does not dispute the reasonableness of the Company's testing
16

17 above and beyond ADEQ regulations to ensure public health standards are being

18 continually met, which the hearing record reflects. See Tr. at p. 27, in. 21-25.
19

Accordingly, the Company believes that its proposal for testing expense in the amount of
20

21 $6,087 is appropriate.

22 RESPECTFULLY SUBMITTED this 20th day of October, 2010.

23

24 MOYES SELLERS & SIMS LTD.

25

I4//9%26

27 Steve Wane
Attorneys for Southland Utilities Company, Inc.

28

5



Original and 15 copies of the foregoing
filed this 20th day of October, 2010, with:

6

Docket Control
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007
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